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It is a pleesure to gpesk with you today. | bdieve it is enormoudy important that o
many of you have travded long digances to be here in Washington for this conference,
convened by the Vice Presdent, on the importance of combeting corruption.

The fact that 0 many world leeders, representing some 80 countries, and nearly as
many multilaerd and nongovernmenta organizetions, have gahered here to discuss the
importance of combeating corruption demondrates exactly thet, the importance of this issue |
can remember not SO long ago when discussing corruption in any conference like this would
have been unthinkable, taboo. On a parsond note, | was in Kenya a few months ago and gave
a speech on corruption.  And | thought it was remarkable, regarding both the levd of interest
and the wide ranging discusson we hdd atewards which induded comments by sudents,
governmantt offidas and representaives from non-governmenta organizations about the
impact of corruption on ther soaely. As a reault of the leadership of the Vice Presdent, and
the work of others in this Adminigration, of organizations like the World Bank, the IMF, the
OECD, and groups such as Trangparency Interndtiond, there is an incressad internationd
awvareness of the corrosve effect of corruption and red focus on drategies to combat it.

Corruption is vary much a sodd and political issue.  An accountable, responsive and
honest government is centrd to a government’s legitimecy and, ultimatdy, to politicd and
sodd dahility.  As evidence of this there are many ingances of governments that have logt
public support in part because of corruption.

Today | wish to focus on how corruption is dso very much an economic isue Then |
will discuss how soverdgn ndions -- in both the devdoping and indudtrid world and through
the internationd indtitutions - can address this issue
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The backdrop for my remarks is the devdopment of the globa economy over the last
few decades. Liberalized trade and finencd flows have contributed to incressedinvestmert,

output and effidency, dl of which hes bendfitted millions of people around the globe A
centrd lesson of this period - and it is a lesson thet holds true despite the financid arigs of
the las year and a hdf - is that, in order to succead in the globa economy, nations must be
able to atract private capitd to foder growth. There ae many dimensons to an ewvironment
conducive to atracting private capitd -- sound macroeconomic polides a gdrong finencd
sysem, openness to trade and investment, and an educated work force to name a few. And
among these dimensons | would indude here is good governance, in paticular, efectivdy
combating  corruption.

Corruption disupts normd business and public policy decison-making by benefitting
the few a the expense of the mgority. It digorts the dlocation of finendad and human
resources to ineffident uses often inconggent with a nation's sodd, paliticad and economic
objectives and needs It discourages smdl busness, entrepreneurs, and consumers who sSmply
cannot aford the codts of bribery. It discourages foreign invesment. And it dameges the
repect for law and public and finendd inditutions undemines the credibility and
effectiveness of both dected and gopointed government offidds, and crestes an environment
conducive to crime in the private sector, induding organized crime

The economic dimenson of corruption has been demondrated over the lagt year and a
hdf, as the world has experienced a finendd crids In some countries, corruption increesed
vulngality to aigs In aheas coruption was a ggnificant impediment to implementing the
necessary regponse and a mgor obstade to restoring the confidence thet is so criticd to
countries  recovery and dability.

In some countries, corruption is SO pervadve it can be a threshold economic issue that
undermines a country’s ability to succead in the globd economy.

Of course, no region or naion -- developed or developing -- can dam purity in this
aea Corruption exiss everywhere. But corruption is egpeddly troubling in developing
countries. By diverting the scarce resources that are needed o bedly for citicd priorities such
as hedth, education and housng, and more generdly, the impact on a less developed economy
can be s0 much gredter.

Agang that backdrop, it seems to me there are a leedt five dements criticd to
effectivdy combating corruption.

Hrd, naions mus have good, dear lawvs and regulaions that can be essly and rdiadly
enforced. This, in tun, requires courts that are adequatdy funded and independent of politicd
pressure, as wdl as honest, wdl-traned and adequatdy compensated regulators, judges,
prosecutors and law enforcement officers. Al of this is a very tdl order, espedialy in poor
countries that can not afford proper traning or adequate compensaion, and this puts an even
grester onus on the intemationd community to hdp.
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Second is to diminate unnecessary controls on the economy and reduce state
involvement in the economy. Reduang both the scope and the adminidrative discretion of
govemmat reduce the potentid for corruption. For example, the fewer licenses that need to
be granted and the fewer goprovds that need to be obtained, the fewer opportunities there are

for bribes to be demanded and paid.

Third is to creste a wdl-supervised, soundy regulated, and competitive finencd
sysem that operates on a commercid bads and is not subject to credit decisons based on
persond or palitica connections.

Fourth is to increese the trangoarency and accountability of government operations and
decdonmaking.  Shining light on the adtivities of govenment by publishing information
about its operations and decison meking and by induding public particpetion in those
decisons, is a poweful deerrent to corruption. Let me aso add thet a free and vibrant press
can make an enormous contribution here

Hfth and findly is to aeaste a sound avil savice sydem with drict conflict of interest
rules gppropriate sanctions for mafessance, and adequate compensation for employees As |
have dreedy mentioned, this lagt point may be paticulaly difficult for deveoping countries
which may lack the resources to pay its dvil servants adequate sdaies. In some countries, it
may be dedrable to reduce the Sze of the bureaucracy to endble the country to pay higher

wages

A key pat of grengthening the avil sarvice sysem is creding srong, independent
anti-corruption invedigative units with red authority and power. As | sad ealier, no ndion is
immune to corruption. In the United States we have placed a srong emphess in our
government on creding units within the government, such as Ingpectors Genegrd, to prevent
and comba corruption.

While much of the regponghility for putting in place these five dements to combeat
corruption lies with devdoping nations, there is much the indudrid world can do.

To begin, devdoped countries must ded directly with their own involvement in
devdoping country corruption.  Corruption is a two way dregt and for every bribe teker, there
is a bribe giver. In 1977, the United States passed the Foreign Corrupt Practices Act, which
outlaws bribery by our busnesses and investors in other countries. For the last several yean,
we have been urging the OECD countries to do more to discourage bribery. The OECD
Bribery Convention, which was 9gned in December 1997, and went into effet just a few days
ago, was a aiticd gep in recognizing the responghility of indudtrid countries to discourage
the giving of bribes. While mogt of the OECD have ended the tax deductibility of bribes
there are dill ssverd OECD countries thet have not, and they should do so forthwith. We
urge vigorous monitaring of the implementation of the Convention, and would like to w more
work in the OECD Export Credit Paticipants Group to encourage increased efforts by officid
export credit agendes to diminate bribery. ,



In addition, indudrid nations can hdp by providing technical assgance to deveoping
netions who are building the sorts of inditutions | mentioned that are aiticd to combeting
corruption. Treasury has cregted a specific program to work in this area - with Tressury’s
hdp, for example, the govenment of Bulgaria hes develo@l a nationd drategy to combat
corruption, passing a finandd disdosure lav and devdloping an internd  corruption
invedtigdive unit within the Minidry of Interior among other adtivities.

Sepaady, the internationd finendd indtituions — induding the Internationd
Monetay Fund, World Bank, and the Regiond Devdopment Banks -- have been active in
combating corruption and should teke further deps. The IMF has developed a code of fiscal
trangoarency which cdls for governments to accuraidy track and disdose expenditures and
thereby hdps hold them accountable for their spending decisons However, we bdieve the
IMF should indude more explicit condderation of weekness in governance in dl Fund
programs and provide assstance conditioned on efforts to confront corruption.

The Multilaterd Devdopment Banks are in a unique podtion to fight corruption.  With
annud disbursements of about $50 hillion per year, the MDBs can have red impact through
the conditions they place on loans and with the dandards they st for themsdves. Recently, the
World Bank and the African Devdopment Bank agreed to put in place sysems linking new
lending to paformance on key governance and corruption criteria The World Bank is
providing direct assgance for anti-corruption programs in many countries and has
drengthened its own internationd  anti-corruption sysems.

But the IFls 4ill need to do more to hdp countries hdp themsdves combat corruption.
The IMF neads to rase the bar 4ill father on trangparency in member countries The MDBs
need to esablish dearer and more uniform procurement rules and documents of the highest
dandard. All of us need to wark with the MDBs and IMF to focus their efforts more on
providing agppropriate incentives and technicd and finendd asssance to hdp countries
develop anti-corruption laws and anti-corruption  efforts.

Fndly, and maybe mog fundamentdly, the intenaiond community is ganing a
consenaus that it is important for the [Fls to target development assstance to those countries
thet can use it the best. In making judgements about asssance, corruption is -- and mud be -
an increeangly important fector for the IFls. Smilaly, it is vary important for the IFIs to cut
off asdgance when corruption undermines the viability and effectiveness of thar reform
programs.  Scarce development resources should not be wasted in countries thet are not
prepared to confront and combat corruption serioudy, but rather should be channded to
countries that will use the assgance mogt effectivey.

Let me condude by saying again thet it is extremdy important you came to Washington
to discuss this ariticd issue and thet the Vice Presdent and so many other world leeders have
exercised their drong leedership on this issie. As | sad earlier, conferences like this one
demondrate that with intendfied internetiond focus, corruption is becoming a maindream
iIssue In fadt, jus by shining a light on corruption, and its corrogve effects on a soddy and
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an economy, | bdieve we meke progress in demondrating how behavior that was once
tolerated, is now unacceptable and that those people who engage in it are subject to
condemnation.  As a byproduct of that process, we may thus deter that behavior from
heppening in the fird place But this is jus a fird dep, dbat an important one. All of us
must continue to work together -- developed and devdoping netion, large and smdl, and the
intemationd  finendd  inditutions - to combat corruption. And by doing 0, | beieve we will
lay the groundwork for sronger economies around the world, and benefit dl of us  Thak
you vay much.
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